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A. Historical Background
International agreement to apply wmified trade controls against the

BEwropean Soviet Bloc became effective in January 1950 with the establishment
of a Coordinating Committee (COCOM) by the major Western allies te direet and
coordinate trade control policles of the countries concerned. The COCOM
countries, now nmbering 15 ,1 agreed to control three lists of commodities for
the purpose of limiting the military potemtial of the Bloc. Goods on Inter-
national List I (IL-I) are margoea for shipment to the Bloc, goods on List II
(I'L-II) are snbae;;; to eertain quantitative export controls, and goods on
List IIT (IL-III) are sn:bject to surveillance and exchange of information om
shipments to the Bloe by the COCOM countries.
In June 1950 Communist China and morth Korea were included in the scope
of the export controls exercised by COCOM countries. In December 1950, after
the Chinese Communist aggression imn Korea, the US completely embargoed its
trade end shipping with Communist China. In additiom to trade comtrols main-
tained by other cooperating natioms against Communist Chine, the US has put
into effeet the following wmilateral controls:
1. Transaction and impart comtrols which effectively prohibit
imports from Compmmist China and the use of US dollars in
transactions inveolving a Chinese Commmist interest.

1. Meuber countries are: Belgium, Canada, Demmark, France, Greece, Germany,
Italy, Japan, Luxembourg, the Netherlands, Norway, Portugal, Turkey, the
UK, and the US.
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2. Export controls which embargo all American goods to
Communist China.

3. The denial of permission to American flag ships to visit
Commmnist China and of their earrying any cargo intended
for that country. |

k., The prohibition of bunkering in the US of any foreign
ships destined to call at Commmist China within 120 days
following, as well as the mandatory refusal by any American
Petrolewm Company of bunkering overseas of foreign ships
carrying strategie cargoes to Commmist China, either on

outgoing or returning voyages.

After the UN embargo resolution of May 18, 1951, the COCOM countries
expanded their controls on trade with Commmist China, and 30 other cowmtries
imposed restrictions on their exports to Comsmmist China. By the fall of
1952 all COCOM countries had agreed to embargo for shipment to Commmist
China all items on the three ‘in‘bernatiena.l lists as well as certain supple-
mentary items, and organized the China Committee (CHINCOM) to coordimate these
controls. Although enforcement measures have not been wmiform, various
countries have applied controls on their own merchant shipping, bunkering,
transshipment of goods, financial tramsactions, and have taken other measures
to reinforce their trade eontrol policies.

Trade controls against Commmist China have thus become eoﬁsiéerably
more comprehensive than those applied against the USSR and Eastern Europe,

and the gap between them was substantially increased in August 1954 when the
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COCOM countries agreed to a major relaxation in trade econtrols against the USSR
and Eastern EBurope. Trade controls against Commmist China were maintained
without effective change, however, and the COCOM countries agreed to comsider
measures to prevent or reduce the evasion of these controls by trmg/shiynent

of goods through other Soviet Bloc countries, thé opportunities :E'or/ which had
obviously been increased by the relaxation of trade controls against the
BEuropean Soviet Bloe.

B. Commmist China's Foreign Trade

During the past five years Commmist China‘s foreign trade has steadily
expanded. Following the wmification of the Chinese mainland wnder Commmist
control there was rapid progress in reconstruction, and Commmunist China's
foreign trade more than doubled between 1950 and 195k, reaching the approximste
equivalent, in constant dollars, of the highest prewar levels. At the same time
Commmist China has reoriented its trade toward the Soviet Bloc primefily
becauge of Commmist policies designed to isolate the economies affgloe countries
and to eliminate dependence on trade with the Free World. Of course, Soviet
and satellite military and economic assistance has supported these poliecies,
vhich have been given further impetus by Free World trade controls.

Estimates of Commmist Chinat's total trade, and its division between
the Sino-Soviet Bloc and non-Commmumist areas, from 1950 to 195k are presented
in Table 1 (see next page).
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MMUNIST CHINA'S ESTIMATED TRADE WITH THE
SIM«SENET BLOC AND m FREE WORLD, 1950-195h

Percent of Total Tradel

Total trade Chinese Commmmist - By estimated origin amd

In billions of trade data final destinstion
Ierar‘ : Us dollars Rloc Nonbloc Bloc Non‘blec
1950 1.1 26 T 26 s
1951 2.2 61 39 61 39
1952 1.8 T2 28 67 33
1953 2.2 T5 25 68 32
1954 2.5 80 20 (] 25

1. Analysis of free world trade data and other intelligence indicates that
Chinese Communist trade amnouncements since 1952 have exaggerated the extent
of its reorientation towerd the Sino-Soviet Bloc. This distortlion is be-
lieved to reflect the "middleman role” played by Buropean Soviet Bloc
countries, which are believed to market Chinese Commmmist exports in Western
Europe and to purchase controlled goods for transshipment to Commumist China.
Although this trade is with the free world, the Chinese Commmists may record
it as trade with the Sino-Soviet Bloc.
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“ The "&i’r’rg’r‘énﬁ'al in the trade comtrols applied fo Gommunist China sbove

ose applied to the EuropeanﬁSoviet Bloe has retarded the Chinese eoonomie

rogram by decrealing fqreign exchenae reoel ts and inoreastng impo::‘t;stso$(
ot denled to COmmunist Ghina any goods
whioh are evallable to the European Sov1et Bloe though deliveries were delayedo
The se goods have been aveilable to ChinégééizzfgiiiéffZ:nsshfgsgd from European»
_ Bloc portso However, Communist China could have 1noreased its total imports inv
1954 by at least $195 mdllion or ‘over 15 peroent in the absence of different1a1
trade controls, Qf this #65 million is due to the df}ferential in export con=
trols; the remaining leﬁimillion flows from the unilateral US controls over
dollar payments %o Commnist Chinao
The US, which has been alons in olosing its markets to Communist“thna‘s
exports, took nearly $150 million or over one-qugrter o!ﬁﬁkumnund;t ch;na!s
exports in 1950, The US market was almost uniqdefin ite'deﬁend'for‘snoh
‘important Chinese exports as tung oil, brlstles feathera embroidériee, and
handiorafts, These products ‘could find onlyvlimited alternative markets end
the resources used in their produotlon belng lergely marglnal in character were
not easily diverted to other types of productiono Although the qs ‘has found
substitutes for some of these products and alternatdte‘soorcee of sdpply for
others, Communist China could have inoreased its exports to the US in 1954 by
an estimated #loo million in the absence of unllaterel import oontrolso
Furthermore us finanoial oontrols cost the Chinese Gommunista an estimated

$30-50 million in foreign exchange annually by prohibfting dollar remittances
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from overseas Chinese., The denial of these dollar funds from exports and
reﬁittances has amually reduced by $130-150 million Communist China’s foreign
exchange receipts which could be used to purchase imports not on the COCOM lists
whether or not the UB reduced its export controls,

The Japanese market for Chinese Communist exports is extensive but tends
to be competitive with that of-the Soviet Union, which is now absorbing commodities
that Japan formerly'imported from bhina,‘sqch a8 coal, iron ore, salt, soybeans,
hides, textile fibers, and other foodstuffs and raw materiélso It is estimated
ifhat Japan could have absorbed a maximum of $300 million of Communist China's
exports in 1953, but this level of imports would have required a considerable
reorientation of Communist China’s trade. Giwven the.absence of Japan's export
controls and Communist China's relaxation of its political warfare campaign
against Japan, Communist China could export to Jaban $75-100 million of goods
annually (compared to $40 million'in 1954) without altering substantially its |
comnitments to other markets and without foregoing the advantage of the higher
prices prevailing in the Japanese market,

The Chinese Communists have been burdened with increased imports costs
amounting to very roughly $30 million in 1954, These added costs consisted of
a premium of $20 million above world market prices paid by the Chinesé Communists
to’secure rubber from Ceylon, and at least $10 million for other costs imposed‘
by differential controls., Free World goo¢s transshipped via the Eastern
Buropean Bloec in 1954 totaleé/}lg&ﬂﬂﬂntonso Thrbugh direct shipments of these

goods the Chinese Commnists might have saved as much as $3 million in transport

- costs alone, Moreover, through wider access to world markets -- such as the US

market and the Japanese market —- Communist China could have purchased more
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.uoompetitively and_thus at lowor prloeso Savings would havo been espeelally _

‘.»vorigin that dre purchased through speculatlve elements and reach Communist

.es ofg a) the oontrolled commodities of Wbstern European

,TChina through oircuitous channels, and b) petroleum shipments which oonstitute

a considerable strain on ‘the rail tranSport facilities of both the USSR and
_Communist China and which in the absenoo of CHINCOM controls could be secured
by direct shipments at considerable sav1ngs,

In summary, the differential in trade and financial controlss 1) does
not deny Comminist China any specific goods, 2) deoreases the availability of
foreign oxcﬁange.fo COmmuuist Chine by $165-210 million per year, and 3)

inoreases the cost of Chinesse imports by at least 330 million per year; This

'minimum total of roughly #195 million amounted to over 15 percent of Communlst

~China's imports from all souroes in 1954, fThe out is espeoially 81gnificant

»

 when one notes that'imported motals, machinery and equipment estimated at over

el

L*O China appears to have subsided, probably as a consequence of economic adgust=
M

$700 million in 1954 oonstltuted over one-half of the total investment in suoh

items budgeted by the Chinese Communlsts in 1954, Thus, an added $195 million

could have inoreased suoh inyestment by over 15 peroénta

ey

Uv(/

‘Tﬁédipitig; impact of the differemtial in trade controls on Communist

ments in both Communlst China and its trading partners in the 81no-Soviet Blooc,

Immediately after controls were imposed, the Chlnese Communists of fered high

prioes for strategic goods in Hong Kong, However, this situation changed after

————

1951 and by 1954 reports from Hong Kong indicated only sporadio interest on the

part of Communist China to obtain strategic goods through illegal channels in

|

Hong Kongo Exports of strategio goods from Macau, which had been a major

i

r
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in part to a laok of firm offers from the Chinese Communists, Trade in strategio'

goods through Hong Kong ‘and Maoau, both of which were high ‘cost intermediar1es

for obtaining these materials,'was apparently displaoed in part by purohases from

\ West Eurcpean sources in 1953 most of which were treﬁeehipped toZCOmmuhiet'China

through Buropean Soviet Blos ports.

during that year compared to 1952, However the deorease in these diversions

from non-Commnist Burope during 1954 suggests that the thnese Gbmﬁnnists l)
have found alternative sources of supply in/oihef\eountfies offﬁhe'ﬁino;SOVlet”
Bloc, 2) have increased their domestic output sﬁffioiently tolsatiofy more
completely their needs for strategic goods;-or 3)Thaie 5eenlforoed;to reduce
purchases because of shortages of foreign ourrenoiee and. unfavorable barter trade
‘balanoes given: impetus by agrioultural production shortfalls and saturation of
foreign markets with typical mainland Chinese produots. Comblnations of all the‘;

factors, and other minor inflﬁences are of course possible explanations of this;
!

decrease in diversions. l‘

Differential trade controls provide Commnist China with en issue in

their effort to isolate the Us from its alliese Althougﬁ controls hinder their

efforts to achieve economic penetration of other Asian countries, the Chinese
e — e — . o
Commnists continue to hold out the prospect of advantageous trade “to these

;

countries in order to arouse resentment toward the control system and polisy

confliots with the US.

lBa~ On- Communi st Burope.

The'impaot-of'ihe'differential'in export oontrols has been slight on the ;;

-oounériee of Communiet Europ95' Some of these oountries, notably Poland’-hgve !

engaged in a profitable t 1nsshipment tradeo Others have undoubtedly 8

e R v‘w.-
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Communist Chine with goods which it ordinarily'}ecgivad directly from the West.
Since these exchanges have been on & commerical basis, there has been no net
cost and some economic gain to the countries of the European Soviet Bloce

There is no evidence that the necessity for closer economic relations in
the Sino-Soviet Bloc has had any marked impact on their political relationships,.

Co On Non-Communist Countries

With a few exceptions, the non-Communist countries have been economically
little affected by the differemtial in trade controls. The exceptions are

Hong Kbhg, Japan, and perhaps Maceau, althaugh the latter area has continued =

‘limited trade in embargoed goods with mainland Chins.

ﬁong Kong has been an exception because of its geographical location and
traditional role in the mainland Chine trade. It is largely dependent on
mainland China for its food supply and meny raw materials, and has in the past
supplied many of mainland China‘'s needs for manufactures.

A large part of Hong Kong's export market on the mainland was lost as &

'consequence of its imposition of CHINCOM controls, It expanded markets in other

areas of Asia, however, for products which it manufactures as well as items of
entrepot trade. As the Chinese Communists have also shown a reluctance to use
Hong Kong in its traditionel role as & trading center, preferring to trade
directly with the countries involved, it is unlikely that maintaining the present
controls or relaxing them to the COCOM level would substantially change
Hong Kong's over-ell economic position.

Japan is in a somewhat different situation because a relaxation of
controls would permit it to export machinery, equipment, rolling stock, and
other capital goods to Communist China. Although this circumstence would help

to alleviate Japan's trade problems, it would fall far short of closing Japan's
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E?s, ‘Two major faotors militate against a

Tof its eeonomy;with that-of the §1n0980viet Blocs and b) Japan no longer

possesses the political eontrol over Manchuria which permitted it to develop

~ﬁbs¥'ihpb¥€§§§ trading partner.

III, ELIMINATION OF THE DIFFERENTIAL IN TRADE CONTRGLS

'Ao‘éPféSéﬁréstErﬁfhé"ﬂiiﬁihﬁtfonTGf %he'Différeﬁkigl

théfe is bbﬁﬁinuing’pfeééﬁfe‘fér the elimination of the differential,

Most fbreign countries are opposed to applying e higher level of controls

| ’i:OA;:)ll~ﬁp Commanist countries are motivated by neutralist sentiments and a desire to

555551§§§2ﬁi;é3n“ﬂf Ths attitudes of most non-Communist countries reflect prlmarily their

vital necessitiee arising from their trade situation, Since the Koreen
armistice and particularly since the relexation of trade controls against the

Buropean Soviet Bloo, political and commefoial'biagéﬁféh‘BQQB mounted within

Communist China, These présshrbs stem in part from the belief thet with the

- ~end of hostilities in Kores and Indochina, world tenéioﬂs ‘oould be reduced and
the chance for peace eould be further improved by treating Communist China in
.the same manner as the rest of the S1no~Soviet Bloc, They also result from

'some feeling that espeoially since the redaction in cocoM controls, CHINCOM

SECRET

omies ‘of Japan ‘and ‘the Chinese mainlande a) Communist

‘7‘¢g3hina 13 “how firmly'committad to a program of indnstrialization and integration

" that Eféé_ééigﬁAihéégfiiiﬁéff of its own edonomy and to meke mainland Chins its

réspéctive views on Free World policies toward Communist éhiﬁa’rather:fhaﬁ any

\

“against Communist China than against the rest of the Communist Blocor The non-

/'
. reduoe international tension,,4a/va12/éz;zgzlé$%gz;¢4ftckygf?,4,VLQ/LQ4444445 |

‘the various CHINCOM countries for a similar relaxation of trade controls against
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controls can be frustrated by transshipment through the European Soviet Blog,
with the consequence that such controls can have only minor adverse effects on
Communist China's trade. Moreover, in some Asian countries, principally Japan,
there is the feeling that difféfential controls give the Western European
countries an advantage in the indirect trade with Communist Chinea,

Economic pressures for lowering the level of controls against Communist
China are important only in the case of Japan, the UK, and Portugal (because
of Macau)e In all countries including these, however, the attitude on the
problem of China trade controls is considered only one aspect of the country‘s
relations with the US, No major country would over-ride a firm US determination
to hold the present policy., Maintaining present CHINCOM controls would, however,
continue to be a minor source of irritation in US relations with certain other
members of CHINCOM.

B. Economic Impact of Reduction of Trade Controls to COCOM Levels

If multilateral controls ageinst Commnist China were reduced to COCOM
levels, the major impact would be %o reduce the cost to Communist China of
imports by $30 million and since Japan would be in a position to megotiate
further barter deals, Communist China could increase its exports to that country
by another $35-65 million a year. Another $130-150 million in foreign exchange
receipts would be available to Commnist Chine, if the US were to eliminate its
unilaterally imposed import and financial controls. No change would be made in
the ability of Commnist China %o import any specific good not on the COCOM
lists.

The economic impact on non-Comminist countries of the reduction in trade
controls to the COCOM level would be insignificant except for Japan where-it -

M‘M‘)
would have, however, some slight effeet. ‘
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Co Raising Controls on the Sino-Soviet Bloc to CHINCOM Levels

The elimination of the differentiél in conffols c5u1d also be achieved
by raising the level of controls against the Buropean Soviet Bloc, Such a
policy would deny to Commnist China some goods which can now be transshipped
through Eastern European ports,(QSSuming that all COCOM members would agree to
and enforoe the changed control lists. The economic cost to Communist China
would, therefore, be somewhat greater‘than the cost of the present differential,
However, such a course of action does not now appear feasible, especially since
it follows closely on the heels of a substantial reduction in COCOM controls
against the European Soviet Bloc and since the USSR has not only been unprovo-

cative of late but has made various positive coneiliatory moves,

SECRET State - FD9 Washo,, D.Ce
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European Sov::.et Blec and Cannﬁhlst China"

1. Page ii, paragraph #2 - It is stated that the econamic burden of increased

T

- transport costs and premium prices amounted to $30 niillion'for the year 1954, '

This seems high., Page 6 of the text states that a premium of $20 million was

paid to Ceylon for rubber imports in 1954, This premium should be only

$12 million* (Ar Ceylonese profit of $15 million on rubber, mirius a Chinese
profit of $3 million on rice ‘sobld to Ceylon). The.remaiader of $18 mil]j/.on//
in economic burden probably is meant to apply to unrecorded trade. | “—‘“I;he

tet.a.l value of goods transshipped through Gdynia is $30 millionm, mieh probably
includes very little additiona'.‘l transport cost inasmuch e.s it is often more
economical to transship through Gdynia in order to accumlate a full load for
China, and probably includes very little material purchased at premium prices,
because CNIEC has apparently learned to bargain quite succesefully with exporte
in Westem Europe. Therefore, it does not seem possible that more than

$5 million of the $30 million Gdynia shipments could represent an economic
burden of the kind referred to in the text. The remaining economic burden of
$13 miilion must apply to the Salance of unrecorded trade, which totals only
$20 million. A more ree.list.ic estimate of this economic burden in 195, migf:t

be $20 million,

“~

—

2, Page ii, paragraph #3 - While this text estimates that removal of comtrols

would increase Chinese experts to Japan by $35-65 million, NIE 100-55 estimates
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this value as $35-50 million. This is not a significant difference,

3. Page ii, paragraph #4 - The text estimates that U.S. import and financial

controls cost the Chinese $130-150 million yearly. Page 5 of the text indicates
that $100 million of this total represents the amount of goods China could have
sold in the U.S. in the absence of controls, while $30-50 million represents
remittances. However, page 7 of CFEP Study No. 5 states that China could sell
only $62 million of her exports in the U.S. in the absence of controls,
NIE 100-55 estimates that removal of U.S. controls would result in & minimum
gain to the Chinese of $60 million in exports and $30 million in remittances.
This difference of $40 million between minimum estimates of this text and of
NIE 100~-55 is considerable and becomes significant in a statement made on

page iii of the text (see comment #4, following).

4, Page iii - The statement is made that U.S‘. controls plus the differential
between COCM and CHINCOM controls results in a minimum loss to China of
$195 million. This estimate of $195 million is made up of:
1) $30 million representing an economic burden due to premium prices and
increased transport costs, This figure should probably be reduced to
$20 million for 1954, as indicated in comment #1.
2) A minimum loss of $35 million in trade with Japan, which coincides
exactly with the minimum estimate in NIE 100-55.
/'3) A minimm loss of $130 million in trade and remittances with U.S.,
which is $40 million more than the minimum estimate made in NIE 100-55
(due to the fact that both NIE 100-55 and CFEP Study No. 5 estimate
possible Chinese sales in the U.S. of $60 million, while this text

estimates such sales of $100 million).
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In summary, this minimum loss of $195 million estimated in the text is
$50 million higher than a comparable minimum estimate of $145 million obtained
from NIE 100-55 and the information in EIC-R1-Si.

5. Page 7 ~ It is estimated that Chinese imports of metals, machinery, and
equipment in 1954 totalled "over $700 million.," Our estimate, in light of the

work done for EIC-R1-Si4, would be $500~600 million, with $600 million a maximum.

6. Page 7 - It is stated that the $195 million of increased imports as a result of
removal of differential controls would have increased Chinese investment by
over 15 percent. The $195 million is probably too high and should be nearer
the $145 million indicated in comment #4. Furthermore, it is assumed in the
statement on page 7 that the Chinese would use the entire increase in exchange

earnings to purchase capital goods. This may not be the case. It is possible

that limitations of technical persom-:el and skilled workers would preclude an
in one year,

increase of 15 percent in investment/, and it is also possible that a portion

of the increased exchange may be used to purchase non-capital goods.

7. Page 11 ~ The estimates indicated in the first paragraph of Section B, page 11,

reflect the same figures used previously in this text and discussed in the

above comments,
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(mzﬂf June 23, 1955)

Bﬁﬁ’erences in Free World Controls 9ver Trade with
T the B'aropea.n SOViet Bloc and, Commmis'b ehina.

'mere is a% ;gresent a vid.e éifference betveen the Westesm trade controls

appnea te cmnnist cmna apd those applied to the Ewropean Soviet Bloc. The o

from and remittances of all kinds to Commmist China.

_Mact on cmmist maim. of yresent differential:

_1_,- The longer list appuee to Commmist China can slmr é.elivery but

wAQaii
cannot Wﬂm comh‘y of vhich e not g denied to emtmist
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itm-easeﬂ p'iees whit:h mst frequ

¢ cost is mug‘nly eatimtea at $36 nﬂ.}.ion fm: the year 1995:. Em, the
T o [
mtmmtarﬁﬂmmmmu appearstok;nsggma—;v«f;-
MW \

l economie adjustments in beth cmanis’c China and
_its trading pa:rbners in the Sino-Soviet Bloe.
3. ‘The é.‘l.f'fertmtial.m Western export eontrols has

effect ea‘.’ 1asing fm.- Commmist China same af its forei@ mrkets y pr:tncipany
Jhpan Jape.nisvillingtagfhase Chinese goods'but since At mtexyert
the items m&e%ﬁwwﬁd& Chine with fareign exchange |
usable elsewhere » Chinese experts to Japan are probebly $35—65 nillian per
year below what they would be in the sbsence of the d.:!:tferential in export
controls. _ |

4. The most importent single comtrel spplied against Commmist China
but mot against the fest of the Soviet Bloc .is the unilateral WS prehibition
on China's sbility to receive 3%3 from the US f%%rmt—
te.nces from the ¥S. It is estimated that this costs Commmumist china rwghly
,$139-1591 Llion & year. \The loss of the U3 mrket ser:ibusly cﬂrtails
,}_Gmmist China's sbility\to impart goods fram all sources including the rest
of the Soviet Blec. ‘

The impaect of thes various controls can be seen vwhen ceupered with

the faet that Commnmist Em's- imports from all sowrces smounted to sbout

$1.25 b11lion in 195h. Mhus, the aifferemtial in comtrols sppIied by

———— . -
.eomtries other than the ¥S cuts China's imports of all goods by at least

| o
A o

N el .
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Smexb. A'h least_zla pareenrtme is subtraeteé.'hythe nﬂateralﬂs _ w

ial cecnia:el& If*bhh*nﬂ:nﬁmcf $]95ﬁ1116nm uaeaw import metals,
e enty ﬁmmunist China aeulﬂ ‘have :hmraased. its investment
mthese i‘hem'byanestm:bed 15 pereent :l.nl95l|».

Bince _ : _.mesmebasbeenmm‘hingmgmallies
to reauce veoubrols egainst Commmist Chine. Most comtries are motivated |
ei'bher ty'mbramrsentmnts or by & feeling t,hat inm.'eaaed trade would

\ red:ace in‘hermtiml ‘tensm and, therefore, the risk ef armed conflict. The

lat'bm: is :!mer‘be.nt in the ‘BK. Economic censiderat:!ms a:re net ln.rge and are

_ importamt only fer certaln Japanese businessmen and politieal leaders. Many

JMse ﬁ.lso feel that their country is at a disadventage vis-a-vis the

. Westm Eurepea.n mtries in the indireet trade with Commnmist China. Portugal

nmmedbecaﬂsedmm B %)M%MW)

'.Eme elin:‘l.mtien in the éiﬁeren‘bial in expert em'l:rels ap!:&eﬂ_ta
4

it otherwise eoulé. nst‘h.'ave W ‘the West. . It mlé. recluce the cost of -
’ such purchases and muease the ewntry's export earnings so that the total
volume of trade might rise 'byw 5 percent. Contimuation of wnilateral US
R

e e

rim.neia:l. centrols would, of course, aeny comist ehina. an increase of some
percent which :!.'t'. could etherwise achieve through :Lts reeeipts o "’%,

MWP&W‘ Wm nod daemellontld, Vo

ettt thsre o oty B oD > o Lutts <

7. Toe climimien of the different! m‘feentrols eeuld also be ‘éﬁ&é“é'/y )
.4- & oA ..;—»1 R C(», .’_,-7‘,:‘ Ap

hy raising 'l'.he lsvel e:f eontrols against the Em-qpeaa Bleee Such a policy would
deny to cmmist china those goed.s vhich can now be tra.nsshippeé throeugh

-

111
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_International agreement to apply wnified trade eomtrols against the

Ewropean Soviet Bloc became effective in Jenuary 1950 with the esteblishment
of a Coordinating Committee _(.WQE), by the major Western allies to direct and
coordinaté trede control policies of the countries comeerned. The COCOM
émtriés, now numbering 15, agreed to control three lists of commodities for
the purpose of limiting the military potential of the Bloc. Goods on Inter-
national List I (IL-I) are embargoed for shipment to the Bloe, goods om List IT
(TL-II) are subject to: eeri;;in quantitative export conmtrols, and goods on
List IIT (IL-III) are subject to surveillance and exchange of information on
shipments tb the Bloe by the COCOM ceantr_:l_.es.

In June 1950 Communist China and north Korea were included in the scope
of the export contrdls exercised by COCOM countries. In December 1950, after
the Chinese Communist aggression in Korea, the US ccmpletely embargoed its
trade and shipping with Communist China. In addition to trade controls main-
talined by other _eoopera:bing nations ageinst Communist China, the US has put
into effect; the fellowing wailateral comtvols: |

‘rra.nsact;en and impor'h controls which effeetively prohibiw
“M«
Commmmist and.@ use;exf US dollars in \; “'

< tra.nsactierns :hmalving & Chinese cammist interest,

1. Hem:er countries are: ‘Belgium, Canada, Benmark, F.ra.nee, Greece, Germany,
(#? Italy, Japan, Luxembourg, the Retherlands;, Norway, Portugal, Tarkey, the )

A0 UK, and the S,
. , SECRET
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2. Export ceutmls which embarge all American goeas to
Communist ehina

3. The denial of permission to American flag ships to visit "
Communist China and of the,ii carrying any cargo intended
fér that country.

4, fThe prohibition of bunkering in the US of sny fereign
ships destined to call at Commmist China within 12@ days
following, as well as the mandatory refusal by any Ameriean
Petrolewm Company of bu:nkering. overseas of foreign ships
cerrying B'Eratégie, cargoes to Commmist Chinma, either on
outgoing or returning voyages.

After the UN em'baa:ge resolution of May 18, 1951, the COCOM countries
expanded their eontrels on trade with Commmist China, a.nd. 30 ethe:r countries
imposed restrictiong on their exports to Commmmnist China. By the fall of
1952 all COCOM éountries_ had agreed to embargo ;for shipment to Commmist
China all items on the three international lists as well es certain supple-
mentary items, and organized the China Committee (CHINCOM) to coordinate these
controls. Although enfa:cément measures have ﬁot been wniform, va.rious cecen

countries have applied controls on their own merchent shipping, bunkering,
Tt 17> M M 30l €4,

' transshiwent of goods, Siesmmial transactions /\ami have ta‘ken other nesgures

to reinforce their trade control policies.

'J;’.r:ade controls against Commist China ha.ve_ thus ‘becomeAccnsiéerab]:y
more comprehensive than those applied against thg ﬂSSRandEastern Europe,
and the gap 'betweep them was svbs‘tan’tiallq_inerieased_in‘.&ugust‘ 195#121@1: the

SECRET
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‘ Jarv relaxation in trade eontrols egainst the WSSR

mtrols against cammist china were meintained
)
¢ : , hewever, and ‘the COCOM countries agreed to comsider
neaswes te preveat o?f red”’ the evasion of these controls by transshipmen‘b
WX =

' o:t‘ goods thrngh othm: sovie:t Blec cetm-!:ries s the opportunities for which had
, obvieusly been i:nmreased. by the relaxation of trade controls against the

European Soviet Bloe.
B. cmmmist China's chei&‘rrade

During the past five years Communist China‘s foreign trade has steadily
exﬁa:nded. Following the mﬁie;ation of the Chinese mainland wnder Commmist
cen{‘:_r:ol there was rapid proyess in reconstruction, end emst Chins's
foreign trede more than dotbled between 1950 and 195, resching the spproximite
equivalent, in constant éauars,, of the highest prewar levels. At the same time
Commmist China has reériented. its trade toward the Soviet Bloc primarily
because o:f commnist‘ policies designed to isolate the ecomomies of Bloc cowntries
and to eliminate dependence on trade with the Free World. Of course, Soviet
and satellite military and economic assisteance has supported these policies ’
vhich have been given further impetus by Free Worid. trade controls.

Estimates of Commumist China's total trade, and its division between

_the Sino-Soviet Bloe and non-Commmist areas, from 1950 to 1954 are presented

in Table 1.(see next page).

SECRET .
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Table 1. COMMUNIST CHINA'S ESTIMATED TRADE WITH THE
SINO-SOVIET BLOC AND THE FREE WORLD, 1950-1954

Percent of Total Trade™

Total trade Chinese Commmist By estimated origin and

In billions of trade data final destination
Yea.r‘ BS dollars Rloc Nonbloc Bloe , Nonbloc
1950 1.1 26 ™ 26 (s
1951 2.2 61 39 61 39
1952 1.8 T2 28 67 33
1953 2.2 5 25 68 32
195k 2.5 80 20 ™ 25

l. Anelysis of free world trade data and other intelligence indicates that
Chinese Communist trade announcements since 1952 have exaggerated the extent
of its reorientation toward the Sino-Soviet Bloc. This distortion is be-

to reflect the "middleman role” played by European Soviet Bloc
countries, which are believed to merket Chinese Communist exports in Western
Eurcope and to purchase controlled goods for transshipment to Communist China.
Although this trade is with the free world, the Chinese Communists may record
it as trade with the Sino-Soviet Bloc.

SECRET
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II ECONOMIC IMPLCT OF PRESENT DIFFERENTIEL IN COHTRGL

A, On Communist Ghina

The differential in the trade conmtrols applied to Communist China above

'fhdée.applied tddﬁheﬂﬁdfbﬁéan‘$o§ié£ Bloo'ﬁaé réﬁaf&éa'the Chinsseiéoonbmia‘b

program by decreasing fqroign exchange recelpts and 1noreasing import costso

The dlfferential ezport controls have not denied‘to Communist China any goods ;
which are available to the European Soviet Bloc though delﬁvaries'vére delayedo
Thesé'goodsmhaveiﬁéenbavaildble'%o China éffer'béing“ﬁféhééhippéd'ffbh.ﬁﬁfbpeah
Bloc ports. Howsver, Communist Chine could have inereased ;f§'¥ota1'ihmof%s.in
1954>by>£t>iea§t $195 million or over 15 pefbeht in the absence of diffefgntiél
trade controls., Of this, $65 million is due to the differential in export con—
trols; the remsining Ql#@gmillion flows from the unilateral Us controls over
dollar payments to Communist China. _ _
The US, which has been alone :'Ln\c'losing its markets to Communist Chiﬁa?s
exports, took nearly $150 million or over one-quarter. of Communist Chins's

— T m“‘\ e
exports in 1950° The US market was almost unique in its demand for such

important Chinese exports as tung oil, brlstlas feathérs,»embrgideries, and
handicrafts. These products could find only limited albternative markets and
the resources used in their production Beiﬂgﬂlargely'harginai in character were
not easily diverted to other types of production. Although the US hes found
substitutes for some of these products and alternative sources of supply for
others, Communist Chine ocould have increased its éxportg to the Us-in 1954 by
en estimated $100'md1110n in the absence of unilateral ‘import controls,

—_— T .

Furthermore, Us fingncial sontrols cost the Chinese Communists an estimated

$30-50 million in foreign exchange annually by prohibiting dollar remi ttances

SECRET
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'exc‘hange receipts whie‘h oould be used to purohase imports not om’ the COGOM lis‘bs

' ‘whether or not ‘the US reduced its export controls, IK qw é

The Japanese marke'h ‘for Chinese COmmunist exports is sive but tend!

to be oompetitive with that of the Soviet Union, which is 'now absorbing commodities
that Japan formerly imported from China, ‘sqch as coal, iron Ore,' salt, soybeans,
hides, textile fibers, and other foodstuffs and raw ixxaferielso Tt is estimated
that Japan could have sbsorbed & maximum of $300 million of Communt st China's

exports in 1953, but this level of imports would have required a considerable

reorientation of Commmist China's trade., Given the absence of Jape.n':s export
controls and Communist Chine’s relaxation of its politicel warfare campaign _
egainet Japan, Q’ommmist China could export to Japen §76-100 million of goods
ennually (compared to $40 million'.in 1954) without altering sﬁbstantial ly its
S ‘commi tme t s- %o ‘othe? markets .'a:nd. without foregoing the ed'i;ahtege of the higher
( prlces prevailing in the Japeanese market, _

%Y % The _Chinese Communists have been burdened with increased imports costs
%i‘yi}/,‘”amounting to very roughly $30 million in 1954, These added costs consisted of

e premium of $20 million abeve world market prices paid by the Chinese Communists

: 'i;o'eechre rubber frbm ‘Ce‘ylon, and at 1&21; $10 mi.llign_for other costs imposed |
by differeetiel dontrols, Free World geoqe transshipped via the Eastern
Europesn Bloo in 1964 totaled 110,000 tons. Through direct shipments of these
goods the Chinese QOfnhmnists might have saved as much as $3 million in transport

- costs alone, Moreover, through wider access to world markets -- such as the us

market and the Japanese market -- Communist China could have parchased more

SECRET

Approved For Release 2000/05/23 CIA RDP63 00084A000100070002 7



ssssss oo ]

minimum total of roughly $196 million amounted to over 15 percent of Communiet
N ————— - T —

5w; origin that &re purchased through speculatlva elemonts ‘and reach- Communist

China through circuitous channels; and b) petroleum shipments which eonstitute

a consider&ble strain on the rail transport faollities of both the USSR and

_Communist Ghina ‘and which in the absence of QHINCGM coptrols could be secured

by direct shipﬁaﬂts‘at considerable savings.

' In summary, the differential in trade and financial oontrols» 1) does'
-'—_—'\
not deny Communist China' any specific goods, 2) deoreases the availabllity %ﬁw F ”
W— et e st maia

foreign exchange to Communist China by $165-210 million per year and 5)

____...—-—-—"

increases the cost of Chinese imports by at least $3O million per year, This

_China's imports from all sources in 1954, The out is‘ocpeciaily significant
~—— . et ) h '

. when one notes that imported motals, machinery and equipment, estimated at over
- $700 million in 1954, constituted over one-half of the total investment in sush -

items bﬁdgeted by the Chinese Communists in 1954, Thus, an added $195 million

could have inoreased such investment by over 15 peroenta | :>

The initial impact of the differential in trade controls on COmmunist
A

China appears to. have subsided, probably as.a consequenoe of economic adJust=

'ments in both Gommunlst Chine and its trading partners in the Slno-Sov1et Bloe,

Immcdiately after controls were imposed, the Chinese Communists offered high

‘prices for strategic goods in Hong Kong. However, this oiﬁuation changed after

1951, and by>1954_roports from Hong Kong ihdioated'only'sporadic interest on{the;;7

part of Commnist China to obtain strategic goods through illegal channels in

Hong Kong. Exports of strategic goods from Macaﬁ;>ihioh”hgd been a major
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1oophole .’m the enforoement of trade controls declined in 1954 compared to 1953

owing in part to : ::ion 'by the Portuguese Governmen*b ’co enforoe oontrols, and

;«ainspartrto aalack) irm offers from the Ghinese COmmunistso Trade in strategicf

goods through'Hong‘%ong and Macau, both of which were high oost intermediaries

—

for obtaining thesg materials was(;;;;;;;;ly displaoed in part by purchases from

. Wbst European sources in 1953 most of which were transshipped to Communist China
through European’ Soviet,Bloe ports. These transshipments increased sﬁbstantially

during that year compared to 1952, However, the decrease in these diversions

“\ from non;Communist Eufdpeﬂdﬁring 1954 suggests that the Chinese Communists 1)
ép‘fhava found alternative souroes of’ supply in other countries of the Sino=Sov1et
3
Y

@)'/ Bloc, 2) have inoreased thair domestlc output sufficlently to satisfy more

completely their" needs for strategic goods, or 5)'hava been forced to reduce

?urchases because of éhortages of foreign currencies and unfavorable barter trade
‘balances giienbimpétﬂs°5y agrioulturel production shortfalls and saturation of

foreign markets‘with typical ‘mainland Chinese products, Combinations of 811 the

factors and other minor influences are of course possiblé explanations of this
decrease in diversions. ;
:Différe£€?§é1§;;z; controls provide Commnist China with an issue in
- their effort to isd;;té-the US from its allies. Although controls hinder their

efforts to goﬁiévg economic pgnetratigﬁ_Qf_pth§:<§éign countries, the Chinese
Comminists continue to hold out the prospect of advantageous trade to these
countries in order to arouse resentment toward the éontrol system and pdlicy“ﬁ

conflicts with the US. | {/ - mﬁ

'Bo On Commnist Burope. | i‘”ﬂ
_ The impaot of the differential in export oontrols has been slight, on the

countries of Commnist Europee Some of these oountries, notably Poland have

‘engaged in a profitable transshipment trade, Others have undoubtedly supplied

Lo * SECRET
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Commanist China with goods which it ordinarily received directly from the West, '
Since these exchanges have been on & commefg:él basis, there has been no net
cost and some economic gein to the countries of the European Soviet Bloc,

There is no evidence that the necessity for closer economic relations in
the Sino-Soviet Bloc has had any marked impamct on their political relationshipse,

Co On Non-Communist Countries

'With & few exceptions, the non-Communist countries have been economically
little affected by the differemtial in trade controls. The exceptions are
Hong Kong, Japan, and perhaps Macau, althaugh the latter area has continued a
‘limited trade in embargoed goods with mainland China,

hong Kong has been an exception because of its geographical location and
traditional role in the mainland China trade., It is largely dependent on
mainland China for its food supply and many raw materials, and has in the past
supplied many of mainland China's needs for manufactures,

A large part of Hong Kong's export markgt on the mainland was lost as a
consequence of its imposition of CHINCOM controls, It expanded markets in other
areas of Asie, however, for produots_which it manufactures as well as items of
entrepot trade. As the Chinese Communists have also shown a reluctance to use
Hong Kong in its traditional role as a trading center, preferring to trade
directlvaith the countries involved, it is unlikely that maintaining the present
controls or relaxing them to the COCOM level would substantially change
Hong Kong's over-all economic position,

Japan is in a somswhat different situation because a rélaxation of
controls would permit it to export machinery, equipment, rolling stoek, and
other capital goods to Communist China. Although this circumstence would help

to alleviate Japan's trade problems, it would fall far short of closing Japan’s

SECRET




-"_"trade gap in the next few yearso Two major: factors nilitate against a

“reintegration of the eoonomies of Japan ‘and’ the Chinese mainlands a) Commnnistf

c

‘Commanist countries are moti.va*l:et?;/l y neutralist sentiments and a desire to . W

'some feeling. that especially since the reduction in COCOM controls, CHINC@E

' LWM_ApprsvedJEorRelease—-ZQO(}lGél—Z%*—@A-RDpsa_ .

Approved For Release 2000/05/23 : C|A-RDP6:§§§§EA0001"00070602;7v S X

china. is’ now flrmly commihted %o & program of industrialization and integra.tion

“'of 1ts sconomy “with that of %he Sino-Sovi.et Blocs and b) Japan no longer

possesses the political control over Manchuria which pemitted it %o develop
that area as an integral part of its own economy and to meke mainland China its

most 1mpor'ﬁe.nt trading partner.

IIIp 'ELIMINATION OF THE DIFFERENTIAL IN TRADE COETROLS

A. Pressures for the Elimination of the D:Lfferential W A

There is continuing pressure for the elimination of the differentials

Most foreign countries are opposed to applying a higher level of eon‘l:rols

'against Comunist Ch1na tha.n against the rest of the Conmmnist Bloce_ The _zﬂn:,

\ed

re

‘reduce 1nternat10na1 tensiono T ' ‘ ﬁq cot”

’.l:he at'bitudes of most non-Communist countries reflect pr:.marily their
respective views on Free World policies toward Comxmmst China “rather than any
vital necessities arising from their trade situation, Since the Koresan
armistice, and particularly since the relaxation of trade controls against the

European Soviet Bloo, political and cemrc_iai ‘pressures have mounted within

‘the various CHINCOM countries for a similar relaxebion of trade controls against

Communist China. These pressures stem in par® from the belief that with the
ond of hostilities in Korea and Indochina, world tensions could be reduced and
the chance for peace eouid be further improved by treating Communist China in

the same manner eas the rest of the Sino-Sov'let Bloce They also result from

\
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controls can be frustrated‘by transshipment through the European Soviet Bloc,
with the consequence that such controls can have only minor adverse effects on
Communist China's trade, Moreover, in some Asian countries, principally Japan,
there is the feeling that differential controls give the Western Buropean
countries an advantage in the indirect trade with Communist China,

Economic pressures for lowering the level of controls against Communist
China are important only in the case of Japan, the UK, and Portugal (because
of Macau)s In all countries including these, however, the attitude on the
problem of China trade controls is considered only one aspect of the country's
relations with the US, No major country would over-ride a firm US determinstion
to hola the present policy. Mainteining present CHINCOM controls would, however,
continue to be a minor source of irritation in US relations with certain other

members of CHINCOM.

B. Eoonomic Impact of Reduction of Trade Controls to COCOM Levels

If multilateral controls against Commnist China were reduced to COCOM
levels, the major impact would be to reduce the cost to Communist China of
imports by $30 million and sinse Japan would be in a position to negotiate

2= =
further barter deals, Comminist China could increase its exports to that country
by another $35-65 million a year, Another $130-150 million in foreign exchange ||

i R
receipts would be available to Commnist China, if the US were to eliminate its

-

unilaterally imposed import and financial controls, No change would be made in
the ability of Commnist China to import any specific good not on the COCOM
lists,

The economic impact on non-Comminist countries of the reduction in trade 7
controls to the COCOM level would be insignificant except for Japan wherq it :

.S
would have; however, some slight effect,
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C. Raising Controls on the Sino-Soviet Bloc to CHINCOM Levels

The elimination of the differential in controls could also be achieved
by raising the level of controls against the Buropean Soviet Bloc, Such a
policy would deny to Commnist China some goods which can now be transshipped
through Bastern European ports, assuming that all COCOM members would agreé to
and enforce the changed control lists. The economic cost %o Commnist China
would, therefore, be somswhaf greater than the cost of the present differential,
However, such a course of action does not now appear feasible, especially since
it follows closely on the heels of a substantial reduction in COCOM controls
against the Buropean Spviet Bloc and since the USSR has not only been unprovo-

cative of late but has made various positive conciliatory moves.
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